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An analysis of consensus among auditors during internal control 
evaluations – Australian evidence  
 
 
 
Abstract 
 
This study evaluates consensus among Australian auditors in performing internal control 
evaluations. It extends previous international studies by utilising sufficient cues to enable 
valid assessment, by including all elements of internal control structure concurrently, and by 
using appropriate subjects.   
 
Ninety-four practicing auditors, representing five firms, evaluated two internal control 
structures using their current firms’ evaluation techniques and a structured model. Results 
yielded predominantly moderate to high levels of consensus, justifying confidence in the 
audit profession to act in a self-regulatory manner, as current standards and training appear to 
be achieving inter-professional agreement.  
 
 
 
 
 
Key Words: Internal controls, evaluation, consensus, external auditors, auditing profession, 
self-regulation. 
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An analysis of consensus among auditors during internal control 
evaluations - Australian evidence 
 
1. Introduction 
 
Internal control evaluation is a critical component of both the external audit function and 
other assurance services (Felix Jr., 1998). External auditors assess the internal control 
structures of the entities they audit as part of the financial statements audit process 
(Statement of Auditing Standard AUS 402 – Risk Assessment and Internal Controls1). 
External auditors also assess the internal control structures of their clients in areas other than 
financial statement audits. As Maijoor (1998) notes, accounting firms are providing more and 
more assurance services – such as systems reviews, risk assessments and control evaluations 
– as opposed to the traditional mix of audit and tax work. Hence, internal control review is a 
critical function, and as noted by Ashton (1974), one performed by external auditors on a 
regular basis. One might therefore expect considerable consensus among members of the 
audit profession in performing this duty. However, the empirical evidence to date is 
unreliable due to three potential limitations noted by Trotman and Wood (1991), namely, 
insufficient cues, inappropriate subjects and failure to address all elements of an internal 
control structure concurrently. More critically, there is little Australian evidence although 
Australian auditors also perform internal control evaluations. 
 
Internal control evaluation plays an important role in the audit process. Studying internal 
control evaluation and consensus together addresses the questionable variations in audit 
                                                 
1 Issued by the Institute of Chartered Accountants in Australia (ICAA) 1996. 
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behaviour. Harrington & McCahey (2002) note that current incidences of corporate collapse2  
undermine confidence in the auditing profession. The profession, which is still 
predominantly self-regulatory3, argues that the alleged audit failures are “outliers”. The 
profession is arguing that generally its members have consensus4. Consensus among 
professionals in performing their duties, is considered a necessary component of the 
profession. This study adds to the debate on auditor consensus by providing evidence on the 
level of auditor consensus in Australia. 
 
Much audit research concentrates on the relationship between audit expertise and judgement 
(Trotman (1998) for example). Consensus has been used occasionally in such studies to 
operationalise the above concepts. It is important therefore to research consensus levels to 
consider whether it is a good surrogate for expertise in judgement. This can assist future 
research in the audit judgement/expertise area. 
 
The purpose of this paper is to evaluate the level of consensus among Australian external 
auditors in their evaluations of internal control structures using a methodology that extends 
studies to date. It is hypothesised that auditors demonstrate satisfactory levels of consensus in 
performing such evaluations. This expectation is premised on their years of study and 
training – albeit at different academic institutions and with different audit firms – aimed at 
achieving a satisfactory level of professional performance as qualified auditors. As members 
of the same profession, and so guided by the professional pronouncements of that profession 
– particularly auditing standards concerning internal control evaluation - it is expected they 
would concur when evaluating the reliability of the internal control structure of the same 
client.  Also, as internal control evaluation is a task external auditors are familiar with and 
                                                 
2 As evidenced for example in Australia by HIH, Harris Scarfe and One-Tel 
3 Refer for example to Gill et al (1999) for a breakdown of the audit regulatory environment in Australia. 
4 As evidenced by the ICAA’s  Submission to the Joint Committee of Public Accounts and Audit (ICAA, 2002). 
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perform regularly as part of their normal work routine, it is considered consensus should 
exist. 
 
It is further anticipated that consensus exists irrespective of the method used for evaluation 
purposes, eg. whether auditors use their own audit firm model or a standardised matrix 
model – discussed below. Consensus should be evident under both methods. Studies which 
have reviewed audit firms’ methodologies, such as Lemon et al. (2000) and Dirsmith and 
Haskins (1991), note audit firms are not homogeneous in their approach to performing audits, 
including internal control evaluations. Some firms use a very structured approach while 
others adopt a more judgemental approach. Irrespective of the approach and ceterus paribus, 
individual auditors should arrive at the same conclusion regarding the reliability of a 
particular internal control structure. The results of this study, based on a sample of 94 
auditors, revealed moderate to high levels of consensus in an internal control evaluation task. 
These results are not sensitive to the method employed to evaluate the controls. 
 
The remainder of this paper is structured as follows. Section two contains a literature review 
and then develops three hypotheses. These are then tested in section three and the results 
evaluated in section four. The results are then summarised and their significance to the 
auditing profession is commented upon in section five. 
 
2. Theoretical background and hypotheses 
 
2.1 Internal control evaluation 
The internal control structure of an organisation is defined in AUS 402 as: 
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Management’s philosophy and operating style, and all the policies and procedures adopted 
by management to assist in achieving the entity’s objectives. (AUS 402.10). 
 
A proper internal control structure should help ensure an entity operates in accordance with 
the stated aims and objectives of that entity. The United Kingdom’s Committee on the 
Financial Aspects of Corporate Governance (Cadbury Committee, 1994 p.1)) emphasised 
that an appropriate internal control structure is critical to effectively operate an entity. The 
Cadbury Committee argues that a proper internal control structure would provide reasonable 
assurance of: 
 
(a) effective and efficient operations; 
(b) internal financial control; and 
(c) compliance with laws and regulations.  
 
Due to its critical nature, internal controls have been the focus of much attention from 
accountancy bodies worldwide (as evidenced for example by the American Institute of 
Certified Public Accountants (AICPA) 1993 white paper on the future direction of auditing 
and the Canadian Institute of Chartered Accountants (CICA) 1994 study of internal control 
structures). Academics also appear to note the need for further research in the area. Felix Jr. 
(1998, p. 8) comments: 
Research that contributes to our understanding of the role of internal controls in either the 
management of the enterprise or external auditing has been sparse.  
 
Kinney (2000) similarly notes a need for internal control research that spreads itself across a 
broad range of auditing, accounting and general business areas: 
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In addition, there is broad interest in internal control over operating efficiency and 
effectiveness, information relevance and risk assessment. Finally, there is currently very 
broad interest in corporate governance and internal control. (p.88). 
 
Research into internal controls has been summarised by Felix and Niles (1988) and Trotman 
(1998). Felix and Niles (1988) noted 19 studies on documentation and learning about internal 
controls, 16 studies concerning planning and evaluation and 24 studies concerning re-
evaluation. They concluded that although research to date was reasonable, significant gaps 
existed in areas such as relating internal control evaluation to audit procedures and financial 
statement reliability. Trotman (1998) similarly identifies many studies of what he terms 
judgement and decision making research in auditing. He cites many studies of this ilk which 
pertain to internal control research. Areas covered include the effect of heuristics and bias on 
decision making, the use of knowledge and memory in decision making and the usage of 
decision aids in the audit process. Trotman (1998) concludes this research has been beneficial 
and has contributed to audit practice. He identifies several areas for future research, such as 
how better training techniques can lead to better decision making in judgement areas such as 
internal control evaluation. 
 
A chronological review of some of the more significant empirical studies in the audit 
judgement area follows, with emphasis on studies which relate to consensus measurements. 
 
2.2. Consensus and internal control evaluation 
Much has been written in the audit literature about consensus levels among auditors. Trotman 
and Wood (1991) have summarised these studies. Ashton’s (1974) pioneering work 
anticipated consensus would exist in performance of internal control evaluations due to 
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auditors’ familiarity with the task. Ashton’s method for evaluating consensus has been 
adopted by the literature. He evaluated consensus by: 
 
... correlating the ratings (judgements) of each auditor on the 32 cases with the ratings of 
each remaining auditor. (p.150). 
 
Joyce (1976) similarly considered auditors should be expected to display consensus in 
evaluating the quality of an internal control structure. Strawser (1990, p.73) notes that 
familiarity with the task – internal control evaluation – should lead to higher levels of 
consensus among auditors, as opposed to consensus levels achieved in performing less 
familiar tasks such as evaluating going-concern assumptions and auditors’ independence. 
Finally, Trotman and Wood’s (1991, p.182) review of the literature demonstrates that 
consensus levels decrease as the complexity of the task is expanded.  
 
Furthermore, consensus levels have varied in the literature. Ashton (1974) noted the level of 
consensus in the area of internal control evaluation to be relatively high (r = 0.70). Studies by 
Trotman et al. (1983); Trotman and Yetton (1985); Libby et al. (1985) and Kaplan (1985) 
also demonstrated high levels of consensus, despite the fact they introduced more complex 
scenarios, larger groups and other experimental variations.  
 
However, other studies, (eg. Joyce (1976); Choo and Eggleton (1983); Ashton and Brown 
(1980) and the Reckers and Taylor (1979) study, did not yield satisfactory levels of 
consensus, the results being either low or moderate levels of consensus. Trotman and Wood 
(1991) questioned the robustness of these studies on grounds such as lack of sufficient cues, 
the use of only one sub-system and inadequate sample sizes.  
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Strawser’s (1990 p.73) study of auditors’ evaluation of risk – which included some internal 
control evaluation - also evaluated consensus by measuring the mean Pearson correlation 
coefficient for all pairs of subjects. Strawser (1990 p.73) considered the results of his 
correlation tests (ranging from .31 to .51) to indicate “moderate” consensus. He cites five 
studies which found “lower” degrees of consensus, ranging from Schultz and Gustavson 
(1978) r = .12 to Wright (1979) r = .39. He also cites seven studies which demonstrated 
“higher” consensus levels, ranging from Shockley (1981) r = .58 to Srinhidi and Vasarhelyi 
(1986) r = .93. 
 
As is evident from the above review, the majority of the consensus research emanates from 
the US. Australian evidence, such as Hardy and Reeve (2000), is sparse and narrowly 
focussed5.  It appears beneficial therefore to compare Australian auditors’ consensus levels to 
their overseas colleagues. In an environment of international audit firms one would not 
anticipate significant differences. 
 
The preceding discussion demonstrates varying degrees of consensus in internal control 
evaluation tasks. The current study extends prior studies by addressing the three potential 
limitations inherent in previous studies noted by Trotman and Wood (1991). First, sufficient 
cues are provided with auditors having to assess 18 individual factors of an overall internal 
control structure and three summary elements, before providing a final overall evaluation of 
that structure. This results in 22 variables being evaluated. Second, all three elements of an 
                                                 
5 Their study for example was a between-group consensus study to evaluate computer controls exclusive to an 
Electronic Data Interchange (EDI) environment. The current study is  within-group and evaluates a complete 
internal control structure.  
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internal control structure6, namely the control environment, information system and control 
procedures, for a significant accounting area were evaluated, rather than individual mini-
vignettes of sub-systems. It is hoped this approach results in a more thorough evaluation of 
an internal control structure by individual auditors. Finally a sample size of 94 experienced 
auditors, from five different audit firms, adds to the external validity of the study. 
 
2.3.  Development of testable hypotheses 
The purpose of this study is to evaluate consensus. As all audit firms do not use the same 
methodology during audit procedures (including internal control evaluation), it was therefore 
necessary to develop a standardized model all auditors could use to evaluate an internal 
control structure. This enables a measure of consensus across firms, in addition to within a 
firm. 
 
To develop a standardized model we refer again to standard AUS 402 which describes the 
overall internal control structure of an entity as comprising of three elements, and defines 
them as: 
 
(i) Control environment: The overall attitude, awareness and actions of management 
regarding internal control and its importance in the entity. (para 04). 
 
Paragraph 19 then lists the following factors auditors should assess in evaluating the control 
environment: 
 
 
                                                 
6 AUS 402.10 describes internal control structures as comprising of three elements, as listed above. The factors 
comprising those elements are listed subsequently.  
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(a) Management’s philosophy and operating style (19a), 
(b) The organisational structure (19b), 
(c) The assignment of authority and responsibility (19c), 
(d) Internal audit (19d), 
(e) The use of information technology (19e), 
(f) Human resources (19f), and 
(g) The audit committee (19g). 
 
(ii) Information system: The methods and records established to identify, assemble, analyse, 
calculate, classify, record and report the transactions and other events that affect an entity, 
and to maintain accountability for assets, liabilities, revenues and expenditures. (para 08). 
 
Paragraph 21 then lists the factors auditors should assess in evaluating the information 
system. These can be summarised into a 5-point evaluation process as follows: 
 
(a) how the data is stored, files and documents (Database contents) 
(b) how the data is input into the system (Data input) 
(c) how the system, programmes and files, processes the data (Data processing) 
(d) how output, files and documentation, is distributed and stored (Data output), and 
(e) how relevant data gets into the relevant financial reports (Inclusion in financial 
report). 
 
(iii) Control procedures. Those policies and procedures, in addition to the control 
environment that management has established to ensure, as far as possible, that specific 
entity objectives will be achieved. (para 05, emphasis added). 
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Paragraph 22 then lists the factors auditors should assess in evaluating the control 
procedures. These can be summarised into a 6-point evaluation process as follows: 
 
(a) Segregation of duties 
(b) Authorisation procedures 
(c) Independent checks on performance 
(d) Physical controls over assets 
(e) Physical controls of books and records; and 
(f) Adequate documentation. 
 
The evaluation of the above 18 factors, the three summary elements and the overall internal 
control structure, is summarised into a 4-matrix model (termed the standardised model) 
which is used in this study. Appendix 1, the survey instrument, presents this 4-matrix 
evaluation model (matrices 1.1 to 1.4) and how auditors can complete it to summarise their 
assessment of internal control reliability in any particular accounting area. We use this model 
to gauge consensus levels during evaluations. For the reasons mentioned above, familiarity 
with the task and shared membership of the same profession, auditors are expected to 
demonstrate consensus in performing internal control evaluations, even if they are unfamiliar 
with the standardised model. The first hypothesis is therefore stated as: 
 
H1: Using a standardised model, auditors demonstrate a satisfactory level of consensus in 
their overall assessment of the internal control structure of a company and in their 
assessment of individual elements therein. 
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To test for consensus when auditors use their current audit firms’ evaluation procedures, 
subjects must evaluate the internal control structure, using those procedures. As mentioned 
above, studies such as Lemon et al. (2000) demonstrate how audit firms’ approaches may 
range from structured to judgemental.  The standardised model evaluation technique (above) 
was quite structured, whereas their current firm’s procedures may allow for significant 
flexibility. Confidentiality constraints precluded access to each firm’s procedures. So to 
make their responses comparable, they were asked to perform the internal control evaluation 
using their current firm’s methodology, and to summarise the evaluation, using matrix 2 in 
Appendix 1.  
 
This matrix consists of the three elements of internal control structure extracted from AUS 
402 – Risk Assessments and Internal Controls (discussed above). As all the subjects conduct 
audits in accordance with Australian auditing standards, they should evaluate these three 
elements. Hence, it was considered all subjects would be familiar with this framework for 
internal control evaluation and it could be used to summarise their responses.  In assessing 
each element, they may have assessed different factors to those presented to them in the 
matrices of the standardised model. They may also have assessed a total area as one element 
rather than rigidly assigning scores to each individual factor therein. The approach would 
depend upon their current firm’s procedures but the summary matrix lists elements they 
should assess in order to comply with the applicable auditing standard. Having gathered the 
information in this matrix, consensus could now be gauged. As mentioned above, auditors 
would be expected to assign the same degree of reliability or otherwise to an internal control 
structure, irrespective of the method of evaluation used. Therefore the second hypothesis is 
stated as follows: 
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H2:  Using their own audit firm procedures, auditors demonstrate a satisfactory level of 
consensus in their overall assessment of the internal control structure of a company and in 
their assessment of individual elements therein.  
 
As is evident from the above, in this study all subjects performed two evaluations of the same 
internal control structure in order to assess consensus levels (a standardised evaluation model 
and their own firm’s evaluation procedures). Subjects were then given a third evaluation test 
to assess consensus. The company (Chopin Ltd - Co. C) used for the first two evaluations has 
predominantly strong internal control elements and factors throughout. In other words, the 
reliability level of the internal control structure is predominantly internally consistent (except 
for the manipulation checks referred to below). It was decided to further test consensus by 
giving each subject one of three other fictitious companies within which to evaluate the 
internal control structure of a significant accounting area, but this time the element reliability 
level of the internal control structure was internally inconsistent7 as shown in Table 1. 
 
Table 1 Here 
 
For example, referring to Appendix 2 the description of Co. C shows it to have separate 
purchasing and receiving departments. The description of Co. L shows it to have no 
segregation of the two departments. In a similar manner, the information systems component 
of Co. M was made significantly weaker than that of Co. C by removing computerised 
information systems (CIS) general controls over systems development and all CIS 
application controls over input and processing of data. The control environment of Co. N was 
                                                 
7  Inconsistent when considering the company as a whole, not in comparing it to any other company studied. 
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made weaker than that of Co. C by removing most of the management supervision functions 
and by significantly reducing the possible benefits of internal audit and the audit committee. 
 
Even though this resulted in inconsistent element reliability levels within the internal control 
structure, auditors are expected to concur in their assessment of these structures. Therefore, 
the final hypothesis is stated as follows: 
 
H3: Using a standardised model, auditors demonstrate satisfactory levels of consensus in 
their overall assessment of the internal control structure of a company with an inconsistent 
internal control reliability level, and in their assessment of the individual elements therein.  
 
2.4.  Manipulation checks 
As mentioned above, the reliability of the three elements (and individual factors comprising 
those elements) of the internal control structure could be set at two levels, strong or weak. 
These terms only have meaning in relation to each other. For example, the seven factors of 
the control environment of Co. C are predominantly assessed as strong, because they have 
certain controls described therein, whereas the seven factors of the control environment of 
Co. N are predominantly assessed as weak, because they do not contain the controls 
described in Co. C. 
 
For the purposes of the internal control structure evaluations of all four entities, the various 
factors (7, 5 and 6 respectively) which comprise the three elements, control environment, 
information system and control procedures of internal control structure, were predominantly 
set at the same level. However, to avoid the danger of the respondents falling into a “pattern” 
effect, occasionally one or two factors of an element were set at a level weaker than all other 
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factors comprising that element. The purpose of this is to further test the robustness of the 
consensus levels achieved, i.e. did auditors as a group note the weak factor in a 
predominantly strong internal control element and rate it less reliably?  
 
Referring to Appendix 1, each factor of the overall internal control structure was scored 
separately. The weakened factor(s) of each element (highlighted in Table 5) can therefore 
have its score compared to the overall score for that element, and it would be expected to be 
lower. The manipulation checks (MC) can therefore be stated as follows: 
 
MC:  In evaluating a company, auditors rate factors set at a lower reliability level as less 
reliable than the overall rating they give to the relevant element that factor belongs to. 
 
3. Empirical tests 
 
3.1. Survey instrument 
Appendix 1 contains an abridged version of the survey instrument used in the study. Subjects 
performed three separate internal control structure evaluations. All subjects evaluated the 
significant accounting area (SAA) – purchase ordering/receiving  - of a fictitious company, 
Co. C using two evaluation methods. They used a standardised matrix evaluation model 
extracted from the audit literature and their current firm evaluation procedures. The order 
was balanced to eliminate any possible order effects8. Third, they evaluated the significant 
accounting area from one of three other fictitious companies, Co L, M or N (as per Table 1), 
using the standardised model only. 
 
                                                 
8 Refer to Anderson (1981) for a discussion on the possible effects of data presentation on subsequent 
importance ratings. Refer to Monroe and Ng (2000) and Trotman and Wright (2000) for summaries of research 
in this area. 
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Referring to Appendix 1, matrices 1.1 to 1.4 summarise the standardised model evaluation of 
the first company, and matrix 2 summarises the current firm’s procedures evaluation of the 
same company. Matrices 3.1 to 3.49 (similar to matrices 1.1 to 1.4) summarised the 
standardised model evaluation of the second company. A fictitious company, (Chopin Ltd - 
Co. C) was designed, together with one relevant significant accounting area (SAA) therein, 
namely purchase ordering and receiving. All relevant information about the company and the 
SAA, which the subjects needed to complete the study, was then given (summarised at 
Appendix 2). The first page and a half contained a description of Co. C, similar to the 
description of a client company any auditor would obtain from the Knowledge of Business 
section of the audit file. This was done to make the case study as realistic as possible. 
Enough information was given to cover the seven factors of the control environment element 
of internal control, identified at section 2.3. above. This information was used by the 
subjects, to complete the control environment matrix (matrix 1.1) of the standardised model.  
 
The next two and a half pages gave a description of the accounting information system and 
the control procedures operating in the purchase ordering and receiving section of the 
company. Here again, sufficient information was given to cover the five factors of the 
information system (IS) element of internal control and the six factors of the control 
procedures (CP) element of internal control, identified at section 2.3. above. The information 
was again presented as it would appear in the systems description section of the current audit 
file of a client, to mirror reality. This information could then be used by the subjects to 
complete the IS and CP matrices (matrices 1.2 and 1.3) of the standardised model.  Having 
completed matrices 1.1 to 1.3, the subjects then concluded overall on the internal control 
structure by completing the overall evaluation (matrix 1.4).  
                                                 
9 Not shown in Appendix 1. 
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Using all the above information, the subjects evaluated the internal control structure in the 
significant accounting area by completing the standardised model (Appendix 1). They also 
evaluated the internal control structure of Co. C using their own firm’s procedures 
(summarised in Appendix 1, matrix 2). As mentioned above, the order was balanced to 
eliminate any possible “order effects”.  
 
Each subject was then given one of the three other fictitious entities (Co L, M or N) 
described above, together with all relevant information necessary to perform an evaluation. 
They then evaluated the SAA of the second entity, using the standardised model only. 
Hence, there were eventually six variations of the survey instrument. Sufficient copies of 
each were prepared and organised in random order, using random number tables from 
Mansfield (1987 p.A14).  This procedure resulted in a random allocation of subjects to the 
two different orders of evaluation (standard model/firm model; firm model/standard model) 
and to companies L, M and N. The required number of instruments was then taken to each 
firm as needed, see below.   
 
3.2. Subjects 
The authors decided at least 90 auditors were required (30 each for L, M and N). To be 
deemed appropriate, the subjects selected had to have spent at least 18 months of practical 
audit experience with an audit firm (as this was considered the minimum necessary to 
provide adequate internal control evaluation experience). Two of Australia’s “Big 5” (as 
then, now “Big 4”) accountancy firms, one state Auditor-General’s (AG) office, and two 
large second tier firms (large was described as having branches in at least four states), agreed 
to provide appropriate subjects. Actual numbers provided are summarised at Table 2. The 
experience of the auditors was summarised from demographic information they provided at 
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the end of the survey instrument. The average experience level for the 89 of 94 auditors who 
provided this information, was 7 years. This is quite high when compared to other audit 
studies. Marden et al’s (1997) study used 40 auditors with 2-4 years experience. Dusenbury 
et al’s (1996) study used 80 auditors with an average experience of 3.3 years. 
 
Two firms were able to run the experiment as part of a firm training seminar. Three 
volunteered to have them completed via internal mail10. Each subject was sent a copy of the 
survey instrument with instructions to return them to the researchers11. The final distribution 
of survey instruments by type and audit firm is summarised in Table 2. 
 
Table 2 Here 
 
4. Results 
 
4.1. Hypotheses tests results 
Recall that the first two stages of the study involved all subjects evaluating the significant 
accounting area – purchase ordering/receiving - of a fictitious company, Co. C using two 
evaluation methods (the standardised matrix evaluation model and their current audit firm 
evaluation procedures). This yielded a true experimental design, namely a repeated measures, 
within–subject design with the order balanced. The dependent variables studied were the 
ratings the participants assigned to the 18 individual factors, the three summary elements of 
internal control structure, and the overall evaluation of that structure. 
                                                 
10 Although using two methods of data collection is not obviously ideal, it was the only way to get the 
appropriate number and quality of subjects. A subsequent ANOVA analysing the overall evaluation of internal 
control structure, revealed no significant difference between the results of the 5 firms (F = .638) and therefore 
the data collection method used did not cause any significant variation. 
11 Aggregate response rate for the mailouts was 36%. There was no reason to consider non-respondents would 
have differed in their evaluations to respondents. 
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Hypotheses 1 is therefore tested by measuring the mean Pearson correlation coefficient12 for 
all 4,371 ((94x93)/2) pairs of subjects, across the 22 dependent variables representing their 
evaluation of the internal control structure of Co. C, using the standardised model approach. 
In order to compare consensus under the standardised model with firm procedures, the four 
summary variables (evaluation of control environment, information system and control 
procedures elements and evaluation of overall structure) were subject to a separate 
correlation coefficient test (i.e. consensus measurement).  
 
Hypotheses 2 is similarly tested by measuring the mean Pearson correlation coefficient for all 
pairs of 94 subjects across the four variables representing their evaluation of the internal 
control structure of Co. C using their current audit firms’ approach. Correlations were 
performed for all pairs of 94 auditors as a group and also within each of the five audit firms 
used in the study. The results are summarised in Table 3. 
 
Based upon Strawser’s (1990) benchmarks13, for the remainder of this paper, a correlation 
level below .31 is considered low, a correlation between .31 and .51 is considered moderate 
and a correlation level above .51 is considered high. 
 
Table 3 Here 
 
The results in Table 3 show varying levels of consensus for the evaluations.  First, 
considering H1, when asked to evaluate the internal control structure of Co. C using the 
standardised model, a review of the four summary variables reveals auditors demonstrated a 
                                                 
12  Mean r = (the average of N(N-1)/2 correlation coefficients where N = number of subjects and each 
correlation coefficient is obtained by correlating the set of variable judgements of two different subjects). 
13 As Strawser (1990) placed the results of his tests in the context of 12 other tests to arrive at his “cut-off” 
points, it appears valid to use his benchmarks. 
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high degree of consensus. As a total group the figure is r = .53. Individual firms ranged from 
r = .50 to r = .54. Four of the five firms can be classified as demonstrating a high degree of 
consensus (greater than r = .51). Only one firm yielded a figure which could be described as 
moderate, firm BF1 with an r rating of .50. This was only just below the consensus rating 
achieved by the other four firms in using the standardised model. Thus, as four of the five 
firms achieved a high rating, and as the fifth firm was on the moderate/high borderline (.50 as 
opposed to a cut-off point of .51) and as the group as a whole achieved a high r score, it 
appears valid to conclude auditors demonstrated a high degree of consensus across the four 
summary variables using the standardised model. 
 
Using the standardised model, a review of all 22 variables reveals auditors demonstrated low 
to moderate degrees of consensus. As a total group the figure is r = .33. Individual firms 
ranged from r = .30 to r = .40. Therefore, the group as a whole and two of the five firms 
individually can be classified as demonstrating a moderate degree of consensus (within the 
range of r = .31 to r = .51). The remaining three firms were just on the low/moderate 
borderline (all being .30 as opposed to a borderline of .31). This is considered a satisfactory 
result considering the correlation is across 22 variables, some of them (such as evaluating 
management philosophy) highly subjective, and involved 94 auditors. Strawser’s (1990) 
study for example had fewer subjects (78) and a similar number of evaluations (24) when he 
set his r = .31 at the lower level. To summarise Hypothesis 1, the evaluation of the four 
summary variables in the standardised model supports the hypothesis of satisfactory 
consensus. But the evaluation of all 22 factors/elements only partly supported the hypothesis, 
as only low to moderate and not high consensus was evident. 
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Second, considering H2, when asked to evaluate the internal control structure of Co. C using 
their current audit firm methodologies, auditors demonstrated a high degree of consensus. As 
a total group the figure is r = .58. Individual firms ranged from r = .52 to as high as r = .68. 
Hence, all would be classified as high (greater than r = .51). The results are interpreted as 
consistent with Hypothesis 2 because auditors demonstrated a high level of consensus in 
performing internal control evaluations using their audit firm methodology. (A consensus 
level of moderate or above was considered a “satisfactory” consensus level as per the 
hypotheses). 
 
Comparing H1 and H2 (Table 3), it is interesting to note the difference in consensus levels 
between the two methods of evaluation. Although both levels of consensus are high, a higher 
level was achieved in all cases14, and for the group as a whole, using firm procedures. This 
would appear logical as the subjects, being more familiar with their own firm evaluation 
methodology, would be expected to be even more unified in their responses than when using 
a different method. All five firms demonstrated higher consensus using their own 
methodology. However the high levels generated by the standardised model (summary 
variables) demonstrate that auditors from different firms still arrive at similar conclusions 
about internal control evaluations, when using a “customised” evaluation method.  
 
Finally, considering H3, recall how the survey instrument responses could be categorised 
into three groups (as per the discussion in section 2.3), those who had evaluated Co. L as 
their second company (n = 30), those who had evaluated Co. M (n = 30) and those who had 
evaluated Co. N (n = 34). The independent variables studied were the strengths (strong or 
weak) of the three elements of internal control structure and the dependent variables were the 
                                                 
14  Significance levels varied but in all six cases consensus was higher using the firm method. 
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ratings the participants assigned to the 18 individual factors of the internal control structure, 
and the four summary variables (evaluation of control environment, information system and 
control procedures elements and evaluation of overall structure). In order to compare their 
evaluations under the standardised model, separate correlation coefficient tests were 
performed. First, the mean Pearson correlation coefficient was calculated for all 385 
((30x29)/2) pairs of auditors’ (or 561 pairs as applicable, ((34x33)/2) evaluations of the four 
summary variables. Table 4 summarises the results. 
 
Table 4 Here 
 
The auditors evaluating Co. L and Co. N had very high correlation scores (r = .71 and r = .63 
respectively). The auditors evaluating Co. M yielded a moderate correlation score (r = .48). 
As these correlations related to auditors coming from 5 different firms, and they were 
evaluating an “inconsistent” company (that is, two thirds of the control elements were set at 
strong and one third as weak) as opposed to evaluating a “consistent” company (such as Co. 
C which had strong elements throughout) these results are considered satisfactory.  
 
In the evaluation of all 22 variables, one group, those who evaluated Co. N yielded a high 
correlation score (r = .52) and those evaluating the other two companies (Co. L and Co. M) 
achieved moderate correlation scores (r = .46 and .32 respectively). Here again, considering 
the correlation is across 22 variables, some of them highly subjective, and involved group 
sizes of 30 to 34 auditors, this is considered a satisfactory result. Hypothesis H3 can 
therefore be said to have been supported, in that satisfactory levels of consensus (satisfactory 
being moderate or above) were achieved. 
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A valid overall conclusion would be; auditors displayed varying levels of consensus in 
performing internal control evaluations. However, focussing on the total group correlations 
in Tables 3 and 4, consensus levels were high for all three cases when the correlations were 
confined to the summary variables (evaluating relationships across 4 variables). When the 
consensus levels were evaluated across more variables (expanding from 4 to 22) the 
consensus levels dropped to the moderate level for these two cases. This was due to the 
consensus measurement being expanded across a larger number of responses. 
 
4.2.Manipulation checks results 
As mentioned at section 3.2, in creating the fictitious entities to be evaluated, the factors 
comprising an element of internal control structure were predominantly set at the same level 
throughout that element, strong or weak. However, on occasion an inconsistent factor(s) was 
(were) included to avoid respondents lapsing into a “pattern” effect. This also provided a 
further check on consensus, namely did the auditors as a group note the weakened factor(s) 
and rate it (them) as less reliable? Table 5 summarises the results of the manipulation checks. 
 
Taking all the results in combination, it can be seen that across the four companies, 15 
individual factors were weakened (see figures in bold type). In 14 cases, all manipulated 
factors were ranked lower than the mean score for the element of which they were a member. 
This was anticipated.  Of these, seven were ranked significantly lower. In only one instance – 
the factor “physical controls over books and records” in Co. N - did a factor receive a mean 
score higher than its anticipated score (i.e. greater than the overall score for its element, 
having been intentionally set at a supposedly weaker level) and this score difference was not 
at a significant level. These manipulation check results provide further evidence of 
consensus. Participants did not appear to fall into any pattern effects. They appeared to 
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consider and rank each factor, of each company they were reviewing, on its merits. As a 
group they appeared to identify factors of an internal control structure that appeared weaker 
than other factors in that element and ranked them less reliably as a result. The manipulation 
checks (MC) can therefore be said to have yielded satisfactory results. 
 
Table 5 Here 
 
4.3 Other validity checks 
The first two internal control evaluations in this study involved participants ranking Co. C 
using both the standardised model method of evaluation and their current audit firm 
methodology. As per section 3.1 the order was reversed for half of the participants 
(necessitating the creation of six variations of the survey instrument). This was to “balance” 
order and so remove order effects from group means. It does nevertheless enable 
measurement of order effects. 
 
An ANOVA test (Appendix 3) analysed the subjects’ overall evaluation of the internal 
control structure of Co. C (using the standardised model – matrix 1.4 in Appendix 1) across 
the six variations of the survey instrument (SI) utilised. Survey instruments 1, 2 and 3 
performed the evaluation using firm methodology first and then the standardised model 
methodology. Survey instruments 4, 5 and 6 performed the evaluations in reverse order. As 
there were no significant differences between the six groups (F = 1.68 in Appendix 3, not 
significant) this suggests there were no order effects. Similarly the evaluations the subjects 
gave to the following three variables, assessment of control environment, assessment of 
information system and assessment of control procedures, (using the standardised model – 
the last variable of matrices 1.1, 1.2 and 1.3 in Appendix 1) were subject to the same 
ANOVA testing. The F scores were 0.40, 0.46, and 0.29 respectively, all non-significant.  
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The validity of a study such as this is also dependent upon the quality of the respondents (see 
section 3.2). In this study experience as an auditor was considered important, otherwise 
getting the subjects to perform internal control evaluations, questions the integrity of the 
data. It was decided to further test the validity of the study by comparing the less experienced 
(< 2 years) auditors evaluations with those of their more experienced (> or = 2 years) 
colleagues. This comparison (over their evaluation of the internal control structure of Co. C) 
showed no significant difference between the less experienced and more experienced 
auditors (F = 0.14). Similar tests on the three components of internal control structure yielded 
similar results15. This indicates that in terms of internal control evaluation there did not 
appear to be any significant differences in overall judgements between more and less 
experienced auditors. 
 
5. Summary and conclusion 
 
This paper provides important results to the auditing profession. It adds to the body of 
research concerning consensus among Australian auditors in the critical role of internal 
control evaluation and the results demonstrate predominantly satisfactory levels. From 
Tables 3 and 4, 23 of the 26 group measures yielded moderate to high consensus levels. 
Where results were in the low range, (3 of the 26 group results) all three were very close to 
the low/moderate cut-off margin, all three were evaluating consensus across 22 variables, a 
large number, and all three only had small sample sizes (n = 13 to 20) which could therefore 
be more easily affected by one or two “outliers” than the larger groups (n = 94). 
 
                                                 
15  All F-scores were non-significant, being 0.48, 0.01, and 1.80 respectively. 
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The results are also seen as an improvement upon previous internal control consensus studies 
in that complete internal control structures, incorporating all three elements of internal 
control, were evaluated rather than vignettes of sub-systems. The results of the manipulation 
checks also appear to add to the robustness of the consensus findings. Also the fact that 
consensus was significant despite the fact the subjects came from five different audit firms 
adds to the validity of the study. 
 
It is important that the predominantly self-regulated auditing profession can demonstrate it 
maintains the highest standards, as the current instances of corporate collapse undermine 
confidence in the profession. Evidence from this study would appear to offer support to such 
a notion, as regards the critical audit/assurance service of internal control evaluation. Results 
indicate that auditors – from varying firms and training backgrounds – as a group 
demonstrate satisfactory levels of consensus. Whereas consensus does not guarantee 
accuracy or quality, agreement among members is considered an important trait of any 
profession. Consensus levels achieved here appear to reflect positively upon the relevant 
auditing standards in this area and on the training received by practitioners, irrespective of 
the institutions and firms which provided it.  
 
However, referring back to the introductory section of this study, it was noted how some 
research addresses the validity of using consensus as a measure of audit judgement or 
expertise. The levels obtained in this study appear satisfactory in comparison to benchmark 
studies but are they sufficiently low to make researchers continue questioning the 
consensus/judgement/expertise relationship? Future research in the area of consensus would 
therefore appear important.  
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Specific questions that could be addressed include; how does consensus relate to decision 
accuracy? Consensus could be measured and then compared to known results, such as going 
concern evaluations, to see if correlation between consensus and accuracy exists. Similarly, 
attempts to identify those audit areas in which consensus is not so strong, would appear a 
valid area for future research. Is consensus more readily achievable when the area under 
review is non-complex and sufficient guidance is available as opposed to complex areas with 
little guidance? Also, satisfactory consensus in the area of internal control evaluation may be 
due to the fact that satisfactory support appears to exist for auditors in this area, as evidenced 
by the detailed auditing standard (AUS 402), which provided the framework for the 
standardised model used as part of this study. For areas where the support by way of auditing 
standards is not so strong (revenue recognition, for example), does consensus exist at a 
satisfactory level? Research comparing consensus of evaluations in areas covered by detailed 
standards, as opposed to areas covered by more general standards, would appear beneficial. 
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Appendix 1 
Survey Instrument  
 
In this experiment you will be asked to do three separate internal control evaluations. Firstly 
you will be given all the relevant information regarding a company – Chopin Ltd (Appendix 
2) -and its purchase ordering/receiving transaction cycle. 
 
You will then be asked to evaluate the Purchase ordering/receiving cycle: 
 
(a)  Using a standardised internal control evaluation form, and 
(b)16 Using your firms’ current internal control evaluation procedures. 
 
You will then be given a separate company and all relevant information. You will be asked to 
perform this internal control evaluation using the standardised form only. 
 
Internal Control Evaluation – First Company 
 
Please read all the relevant company information in Appendix 2. Please now assess the 
internal control structure for the relevant transaction cycle by circling the appropriate 
numbers in each of the following four (4) matrices. 
 
Internal Control Evaluation Form  
 
Client/Division: Chopin Ltd Prepared by: Sch Ref: 
Transaction cycle: Purchase 
Ordering/Receiving 
Reviewed by: Period end: 
 
(1.1) The Control Environment  
                                              Moderately                                Highly Unreliable                                  Reliable                             Reliable 
Managements philosophy 
and operating style  1           2           3           4           5          6          7         8          9 
Organisational structure  1           2           3           4           5          6          7         8          9 
Assignment of authority 
and responsibilities  1           2           3           4           5          6          7         8          9 
Internal audit  1           2           3           4           5          6          7         8          9 
Use of information 
Technology  1           2           3           4           5          6          7         8          9 
Human resources  1           2           3           4           5          6          7         8          9 
Audit committee  1           2           3           4           5          6          7         8          9 
Overall assessment 
Control Environment 1           2           3           4           5          6          7         8          9 
 
                                                 
16  The order was balanced in the actual survey instrument, so half were done in reverse order. 
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(1.2) The Information System 
                                                  Moderately                              Highly 
Unreliable                                  Reliable                                Reliable
Database contents  1            2            3            4            5           6           7          8          9 
Data input  1            2            3            4            5           6           7          8          9 
Data processing  1            2            3            4            5           6           7          8          9 
Data output  1            2            3            4            5           6           7          8          9 
Inclusion in financial 
report  1            2            3            4            5           6           7          8          9 
Overall assessment of  
Information System  1            2            3            4            5           6           7          8          9 
 
 
 
(1.3) Control Procedures 
 
                                              Moderately                           Highly Unreliable                              Reliable                             Reliable  
Segregation of duties  1           2           3           4           5          6          7         8          9 
Authorisation procedures  1           2           3           4           5          6          7         8          9 
Independent checks on 
performance  1           2           3           4           5          6          7         8          9 
Physical controls over assets  1           2           3           4           5          6          7         8          9 
Physical controls over books 
and records  1           2           3           4           5          6          7         8          9 
Adequate documentation  1           2           3           4           5          6          7         8          9 
Overall assessment of  
Control Procedures 1           2           3           4           5          6          7         8          9 
 
 
 
(1.4) Overall Evaluation 
 
Overall what is your evaluation of the internal control structure in the                                
          Purchase ordering/receiving           transaction cycle: 
 
 
                                                Moderately                           Highly  Unreliable                                Reliable                             Reliable   
Overall Evaluation of 
Internal Control Structure  1           2           3           4           5          6          7         8          9 
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Comments (Justify your final conclusion): ________________________________  
 
_____________________________________________________________________  
 
_____________________________________________________________________ 
 
 
 
 
(2) Current Procedures for Evaluating Internal Controls. 
 
If necessary, please re-read all the relevant company information in Appendix 2 Using your 
audit firm’s current procedures (manuals, software, templates etc) evaluate the internal 
control structure for the purchase ordering/receiving transaction cycle of Chopin Limited. 
Summarise your evaluation, using the following 3 elements of internal control structure 
extracted from Statement of Auditing Standard AUS 402 – Risk Assessments and Internal 
Controls. (Please circle one option). 
 
                                                  Moderately                               Highly  
Unreliable                                   Reliable                                Reliable    
Control 
Environment  
1            2            3            4            5           6           7          8           9 
Information System  1            2            3            4            5           6           7          8           9 
Control Procedures  1            2            3            4            5           6           7          8           9 
 
Overall Evaluation 1            2            3            4            5           6           7          8           9 
 
 
Comments: __________________________________________________________  
_____________________________________________________________________ 
_____________________________________________________________________  
_____________________________________________________________________. 
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Appendix 2 
Company (No 1) Information  
Chopin Pty Limited (Co. C) 
Your client is Chopin Pty Limited, a large wholesaler of musical instruments based in 
Brisbane, Queensland.  Chopin has approximately 200 product lines, ranging in unit price 
from $5 to $2000.  Approximately 40 purchases are made each month, usually in bulk to take 
advantage of supplier discounts. Chopin has approximately 300 customers, musical stores all 
around Australia, and issues approximately 200 sales invoices per month. Chopin has a year-
end of 30 June 2000.  Your firm won the audit last year so this is the second year you are in 
charge.  You are the audit manager on the engagement.  
From the Knowledge of the Business section of last year’s file you get the following 
information. 
 
Knowledge of Business 
 
(Consisted of one page) 
 
The company operates with a medium size board of directors, six (6). Four (4) are heavily 
involved in the day to day running of the company and there are 2 non-executive directors. 
The directors and managers come from varied business backgrounds but are predominantly 
from the sales and marketing area. …….. 
 
Accounting and Information Systems 
(Consisted of half a page) 
 
The general ledger is maintained on a mainframe computer. All software packages are 
market leaders  ………………….. 
Purchasing and Receiving 
Purchasing 
(Consisted of one page) 
A computer-generated Re-Order List (ROL) is printed every fortnight.  This shows ……… 
 
Receiving 
(Consisted of one page) 
 
Goods and supplier delivery dockets are received from suppliers by Barry, the storeman.  
Barry checks ……………….. 
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Appendix 3  
 
Between-Subjects Effects of Evaluation of Co. C. 
 
Table 1 - Overall evaluation of Internal Control structure Co. C 
Source Type III Sum of Squares d
f 
Mean Square F Sig. 
Corrected Model 15.43 5 3.08 1.68 .147
       n/s 
Intercept 3005.48 1 3005.43 1638.94 .000 
P1 15.43 5 3.08 1.68 .147
Error 161.37 8
8 
1.83    
Total 3256.00 94
Corrected Total 176.80 9
3 
    
N/s = not significant. 
 
Table 2 -  Dependent Variable: Overall evaluation of Internal Control structure 
Mean Diff (I-J) Std. Error Sig.  (All n/s) 
(I) Type of SI (J) Type of SI 
1 2 -.25 .48 .99
3 -.25 .48 .99
4 .71 .50 .71
5 -.01 .53 1.00
6 -.61 .50 .82
2 1 .25 .48 .99
3 -.01 .45 1.00
4 .95 .47 .32
5 .22 .50 .99
6 -.36 .47 .97
3 1 .25 .48 .99
2 .01 .45 1.00
4 .95 .47 .32
5 .22 .50 .99
6 -.36 .47 .97
4 1 -.71 .50 .71
2 -.95 .47 .32
3 -.95 .47 .32
5 -.73 .52 .72
6 -1.31 .48 .07
5 1 .01 .53 1.00
2 -.22 .50 .99
3 -.22 .50 .99
4 .73 .52 .72
6 -.58 .52 .86
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6 1 .61 .50 .82
2 .36 .47 .97
3 .36 .47 .97
4 1.31 .48 .07
5 .58 .52 .86
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Table 1 – Strength/Weakness of Internal Controls of the Four Companies Used 
 Company C Company L Company M  Company N 
Control Environment S S S W 
Information Systems S S W S 
Control Procedures S W S S 
(Key:  S = strong element, W = weak element)  
 
 
Table 2 – Number of Survey Instrument (SI) Responses by Audit Firm 
and SI Type 
Audit 
Firm 
Survey Instrument Type  
 Co. C and L Co. C and M Co. C and N Co. C Total 
BF1 9 3 8 20 
BF2 9 12 2 23 
AG 6 6 13 25 
ST1 3 6 4 13 
ST2 3 3 7 13 
Total 30 30 34 94 
(Audit Firms: BF1 = First “Big 5” firm, BF2 = Second “Big 5” firm, AG = Auditor-general, 
ST1 = First “Second Tier” firm, ST2 = Second “Second Tier” firm ). 
 
 
Table 3 – Consensus among Auditors Evaluating Co. C. Using Mean Pearson 
Correlation Coefficient (PCC) for all Pairs of Auditors 
Audit Firm Using the 
Standardised Model 
(H1) 
PCC – 22 variables 
Using the Standardised 
Model (H1) 
PCC – 4 summary 
variables 
Using Firm 
Procedure (H2) 
PCC – 4 summary 
variables 
BF 1 (n = 20) .30 .50 .52 
BF 2 (n = 23) .40 .54 .54 
AG (n = 25)  .35 .52 .63 
ST 1 (n = 13) .30 .52 .60 
ST 2 (n = 13) .30 .52 .68 
Total (n = 94 ) .33 .53 .58 
(Audit Firms: BF1 = First “Big 5” firm, BF2 = Second “Big 5” firm, AG = Auditor-general, 
ST1 = First “Second Tier” firm, ST2 = Second “Second Tier” firm . n = number of subjects) 
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Table 4 – Consensus among Auditors Evaluating Co’s. L, M and N Using Mean Pearson 
Correlation Coefficient (PCC) 
Company Evaluated Using the Standardised 
Model (H3).  PCC – 22 
variables 
Using the Standardised Model 
(H3). PCC – 4 summary 
variables 
Company L (n = 30) .46 .71 
Company M (n = 30) .32 .48 
Company N (n = 34) .52 .63 
Total (n = 94) .35 .54 
(n = number of subjects) 
 
Table 5 – Comparison of Means of “Weakened Factors” to “Overall Element” Mean
  
Factor (Manipulated factors in bold) 
Co. C 
Mean 
Co. L 
Mean 
Co. M 
Mean 
Co. N 
Mean 
Management Philosophy 5.78 5.33 5.87 3.15
Organisational Structure 6.02
n/s
5.53
n/s
5.87 
n/s 
3.44
Assignment of Authority 6.27 5.33 5.87 2.94
Internal Audit 6.87 6.39 6.63 2.59
Use of Information Technology 6.22 5.07
*
5.83
n/s
4.55
Human Resources 4.56
***
6.03 6.17 3.59
Audit Committee 6.52 6.59 6.20 2.88
Element: Overall Assessment (CE) 6.09 5.60 5.97 3.15
Database Contents 6.27 5.30 5.57 5.62
Data Input 6.14 4.77 4.60 5.53
Data Processing 5.24
***
4.27
*
4.77 5.32
n/s
Data Output 6.14 4.90 5.03 5.62
Inclusion in Financial Report 6.63 5.77 5.47 5.88
Element: Overall Assessment (IS) 6.13 4.80 5.10 5.59
Segregation of duties 6.40 3.38 5.87 5.32
Authorization Procedures 6.44 2.72 5.80 5.76
Independent Checks 5.72 3.52 5.20 5.41
Physical controls over assets 3.89
***
2.70 3.70 
*** 
4.29
***
Physical Controls over books and records 5.71
n/s
3.13 5.20
n/s
5.53
n/s
Adequate documentation 6.49 3.63 5.87 5.76
Element: Overall Assessment (CP) 5.72 3.07 5.50 5.35
(* = significantly different from overall element mean (p < 0.05), *** = (p < 0.001),  
n/s = not significantly different from overall element mean). 
 
